Discussions on how to organize European labour markets are one of the key public policy issues of today. In European policy debates, the most important concepts seem to be 'flexicurity' and the 'transitional labour market'. In this report we examine the cross-country variation in the generosity of unemployment benefits, which is a key element of the flexicurity model. Building on the political economy literature, we test hypotheses on the role of partisan politics, employment relations and employment protection legislation and active labour market policies in unemployment benefit reform. These factors have been extensively studied in the political economy literature, but hardly for Eastern European countries, because of a lack of data. We employ pooled time series cross-section regressions to analyze newly constructed indicators for Western and Eastern European countries. The results indicate that left-wing governments are positively related to unemployment protection for both Western and Eastern European countries, but this linkage is conditional on the economic situation. Coordinated bargaining by strong and centrally organized labour unions has also a positive impact on benefit generosity. Moreover, we find a negative relationship between the strictness of employment protection legislation and the generosity of unemployment benefit schemes, which is in line with the concept of the flexicurity model. Finally, within the EU we find a trend of convergence of unemployment benefit levels in the period 1990-2009. This finding indicates that the new EU member states have caught up.
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Net unemployment benefit replacement rates, EPL and ALMP, 1990-2009 ... 23 Discussions on how to organize European labour markets are one of the key public policy issues of today. In European policy debates, the most important concepts seem to be 'flexicurity' and the 'transitional labour market'. In a position paper (NEUJOBS milestone 13; Koster et al, 2011) , we reviewed the existing conceptual, theoretical and empirical literature on these two ideal types of labour market models. Flexicurity refers to a combination of loose employment protection legislation (EPL), generous unemployment benefits and strong efforts on active labour market policies (ALMPs).
The transitional labour market model offers a broad view of possible transitions that individuals may make during their life course. In this report, we examine the variation in unemployment benefits, EPL and ALMPs across countries and over time. These policies are building blocks of both the flexicurity model and the transitional labour market model. However, this report is more focused on the political economy of the flexicurity model. The transitional labour model will be examined in more detail in another report of Work Package 6 (NEUJOBS Deliverable 6.5; Koster and Fleischmann, 2012) Based on the literature review in the position paper (NEUJOBS milestone 13; Koster et al, 2011) , we constructed two indicators to measure the cross-national variation and the changes over time for two labour market institutions. First, we collected new data and we used data from OECD and Eurostat databases to update the Welfare State Entitlements Data Set (Allan and Scruggs, 2004) until 2009 and to take the enlargements of the EU into account. This resulted in the Unemployment replacement rates dataset among 34 welfare states 1971 Van Vliet and Caminada, 2012) . Second, we constructed a new indicator for employment relations.
This index enables us to analyze the variation in employment relations across the 27 member states of the EU and 7 non-EU countries.
Subsequently, we test a number of hypotheses from the political economy literature with regard to the cross national variation and the developments of labour market policies. The dependent variable of our study is the generosity of unemployment benefits, which are a key element of the flexicurity model. In this report, we examine hypotheses on the role of partisan politics, employment relations and EPL and ALMPs in unemployment benefit reform. To test the hypotheses, we employ pooled time series cross-section analyses.
In this report, we seek to make three contributions to the existing political economy literature on labour market policies. First, we aim to provide new insight in the association between partisan politics and unemployment protection. Building on the classical debate on whether leftist and rightist parties play different roles in welfare state reforms (e.g. Iversen and Cusack, 2000; Huber and Stephens, 2001; Korpi and Palme, 2003) , recent research has shown that the effect of political parties is conditional on socio-economic conditions (Vis, 2009; Jensen, 2012) . We show that the effect of leftwing governments is conditional on socio-economic conditions. Second, we account for the fact that labour market policies are embedded in a number of other policies. In contrast, labour market policies are generally treated as isolated policy instruments in the quantitative comparative political economy literature (Koster et al, 2011) . Hence, to explain the variation in unemployment benefits, we also account for EPL and ALMPs. Third, we examine whether the political economy of labour market models and employment relations is comparable for West and East European countries. Labour market policies in Central and East European (CEE) countries seem to develop differently than labour market policies in West European countries (Beblavý, 2011; Cerami, 2010; Koster et al, 2011; Põder and Kerem, 2011) . As the political economy literature on labour market policies is mainly focused on Western OECD countries, it is still an empirical question whether determinants from this literature can account for the variation in labour market policy reforms across Western and Eastern European countries.
The remainder of the paper is structured as follows. In section 2, we discuss a number of hypotheses from the political economy literature. In section 3, the measures and method used in the empirical analysis will be described. Here, we present the new indicators on net unemployment replacement rates and employment relations. Subsequently, section 4 presents the results of the analysis. Section 5 concludes the paper by discussing the main findings.
2.
The political economy of labour market policies
European welfare states
The variation across European welfare states has been analyzed extensively for a considerable period, but the scholarly debate has gotten a new dimension since the expansion of the EU with CEE countries. Some studies found that the welfare state in CEE countries can be classified along the lines of the typologies which have been developed for mainly Western welfare states (e.g. Esping-Andersen, 1990; Arts and Gelissen, 2006) and that some CEE welfare states are catching up with Western Europe (Manning, 2004; Vasconcelos Ferreira and Figueiredo, 2005) . However, other studies found empirical support for the argument that the welfare states in CEE countries form a separate, CEE welfare regime (Fenger, 2007; Põder and Kerem, 2011) . At least, the variation between the groups of West and East European welfare states appears to be larger than the variation within those groups (Draxler and Van Vliet, 2010) . Hence, Cerami (2006) has argued that the welfare states in post-communist countries can be considered as a distinct welfare regime that consists of pre-communist (Bismarck social insurance), communist (universalism, corporatism and egalitarianism) and postcommunist (market-based schemes) components. Another distinctive characteristic is that welfare state arrangements are more generous in Western than in Eastern Europe.
According to recent studies, there is no evidence that this gap has been closed and that West and East European welfare states have converged (Draxler and Van Vliet, 2010; Põder and Kerem, 2011) . This lack of convergence indicates that Western and Eastern welfare states have followed different trajectories of reforms, which might (partly) be due to the key explanatory variables for the cross-country variation in welfare state reform, namely partisan politics and corporatism.
Partisan politics
Partisan differences are traditionally considered as important explanatory factors for the variation in the generosity of welfare states in the political economy literature. The key argument is that left-wing parties have a preference for expansions of welfare state arrangements, while right-wing parties are associated with welfare state retrenchments. This argument has been extensively analyzed and the evidence provided by empirical research is rather ambiguous. The results of some studies support the hypothesis that leftist governments pursue different welfare state reforms than rightist governments (e.g. Iversen and Cusack, 2000; Korpi and Palme, 2003; Allan and Scruggs 2004) , whereas other studies find little evidence for this hypothesis (Ross, 2000; Huber and Stephens, 2001 ) .
Subsequently, the contradictory results from empirical research have led to the formulation of the hypothesis that partisan differences have become less important in welfare state reform (Pierson, 2001; Huber and Stephens, 2001; Castles, 2001 ). An important explanation for this diminishing partisan effect is that differences in policy preferences are mitigated by fiscal pressure from external economic shocks. Persistently high levels of joblessness lead to high expenditures on unemployed benefits and therefore to budgetary stress, regardless of the colour of the government (Saint-Paul 1996, Gaston and Rajaguru 2008) . Indeed, relying on fuzzy set qualitative analysis, Vis (2009) found that deteriorating economic situations trigger cuts in unemployment benefits by both rightist and leftist governments. However, this does not imply that partisan differences do not matter. Building on prospect theory, Vis (2009) explains that rightist governments do not pursue more or harsher reforms than leftist governments, but that rightist governments are more likely to pursue benefit cuts than leftist ones. The notion that both left-wing and right-wing governments opt for retrenchments in times of high levels of unemployment has also been observed in CEE countries. In order to confine the expansion of public expenditures on welfare state arrangements resulting from rapidly increasing unemployment rates during the second half of the 1990s, welfare cuts have been pursued by centre-right parties as the ODS in Czech Republic as well as by left-wing parties like the MSZP in Hungary and the Solidarity coalitions in Poland (Cerami, 2010) .
On the contrary, Jensen (2012) finds that the negative effect of right-wing governments on unemployment benefit reforms becomes smaller when unemployment rates increase. That is, right-wing governments have less room for retrenchments at higher levels of unemployment. Jensen's argument is based on a median voter model. When labour market risks increase because of higher unemployment levels, the median voter will start feeling insecure and change his preferences. Because of a higher demand for unemployment protection exerted by the median voter, right-wing governments have less possibilities for retrenchments. Moreover, Jensen (2012) argues that because left-wing as well as right-wing parties can be expected to seek to win over the median voter, both parties act alike and expand spending at high levels of unemployment.
In summary, both leftist and rightist governments are faced with a budgetary need to cut unemployment benefits in times of increasing levels of unemployment, while the same circumstances constrain both government types to pursue such cuts for electoral reasons. This leaves us with the empirical question which effect prevails. Hence, we test the hypothesis that the impact of the left/right-wing partisan government composition on unemployment protection reform is conditional on shocks to the economy. Furthermore, we examine whether the partisan effect differs across Westand East-European countries, although, as mentioned above, we have no reason to expect that this would be the case.
Employment relations
Besides political parties, social partners are important actors in the reform processes of unemployment protection. The relationship between industrial relations and the welfare state has received a lot of attention in the political economy literature. Generally, a corporatist tradition of coordinated bargaining by strong and centrally organized social partners is positively associated with welfare state generosity for two reasons (Ebbinghaus and Hassel, 2000; Brandl and Traxler, 2005; Swank and Martin, 2001; Swank, 2011) . A first reason why a positive effect of corporatist institutions can be expected is that unions exchange wage moderation for full employment commitments and expansions in unemployment protection. Second, the more social interests are incorporated in policy-making processes, the more influence they can exert on policy reforms. Institutionalized bargaining is beneficial for both social partners and governments, since they exchange social acceptance for influence over policy reforms. Hence, in a system where collective bargaining is organized at the national level, social partners are better able to resist welfare state retrenchments.
Several scholars have argued that social partners are less effective in exerting influence in welfare state reform in Eastern Europe than in Western Europe. Although tripartite councils have been introduced in many post-communist countries since the 1990s, this has not resulted in genuine influence of labour in the policy making process and in concrete material benefits in terms of welfare state arrangements (Ost, 2000; Avdagic, 2005; Hassel, 2009) . A first explanation for this difference between East and West is that corporatism functions differently in East than in West European countries. Trade unions in CEE countries have originated from a totally different situation than western unions. During the transition process, the market economy was still developing and political and societal power structures were completely redefined (Hassel, 2009) . In contrast to the West, where tripartism began as a government action to mediate the conflicting interests of labor and capital, in CEE countries corporatism can be considered as a way of providing societal support for the government to pursue economic reforms (Ost, 2000) . In a second explanation are the differences in the influence of the social partners on welfare state reform between Western and Eastern Europe a function of the strength and the organization of the social partners. In CEE countries, labour unions are almost only present in state-owned and formerly stateowned enterprises, not in private firms (Ost, 2000) . Furthermore, after the communist era employees considered 'capitalism' as a popular concept. Unions were associated with communism and therefore East European employees have been reluctant to construct strong labour unions. They were afraid that strong unions would reduce their chances to benefit from the new economic system and to catch up to Western Europe (Ost, 2000) . The explanation that the social partners in Eastern Europe are less effective in influencing reforms because they are weaker and bargaining is decentralized, could also account for the variation in effectiveness that has been observed within the group of CEE countries (e.g. Avdagic, 2005; Beblavý et al, 2011; Beblavý, 2011; Beblavý et al, 2012) .
Furthermore, it could be expected that the role of social partners in unemployment protection reform depends on the socio-economic situation. When unemployment rates increase, the risk of joblessness increases and generous unemployment benefits become more important for employees. Moreover, as labour markets become less tight, the chance that unions are successful in wage negotiations decreases. Therefore, the preferences of unions change and they are more prepared to accept wage moderation in exchange for less unemployment benefit cuts.
Hence, we test the hypothesis that a corporatist tradition of policy-making has a positive effect on the generosity of unemployment benefit schemes. Furthermore, we examine whether this relationship can also provide an explanation for the differences in unemployment protection reforms across West and East European countries, or whether corporatism functions differently in Western Europe than in Eastern Europe. Finally, we test the hypothesis that the positive effect of corporatism on unemployment protection reform increases at higher levels of unemployment.
Employment protection legislation and active labour market policies
In addition to partisan politics and employment relations, the relationships between different labour-market policy instruments are important in policy reforms. A single labour-market policy instrument is embedded in a large number of welfare state institutions in a country. These interrelationships have been taken into account in the welfare regime literature in which welfare states are regarded and conceptualised as configurations of various policy instruments (Esping-Andersen, 1990) . However, in the quantitative comparative political economy literature, welfare state institutions are generally treated as isolated policy instruments. In the case of unemployment benefits, especially employment protection legislation (EPL) and active labour market policies (ALMPs) are relevant. Unemployment benefits and employment protection are often considered as substitutes in terms of providing income protection to employees (e.g. Blanchard and Tirole, 2004; Blanchard and Tirole, 2008; Boeri et al., 2006) . 1 Hence, when EPL decreases, it can be expected that unemployment benefits become more generous.
The trade-off between unemployment benefits and EPL is the main axis of the flexicurity model of the EU. At the EU level, the concept of flexicurity is integrated in the European Employment Strategy, which is aimed at increasing employment and reducing unemployment. The main characteristic of flexicurity is that it is intended to overcome the tensions between labour market flexibility on the one hand, and the provision of social security for workers on the other hand (Viebrock and Clasen, 2009 ). Flexibility and security are viewed as complementary. The flexicurity model builds on the combination of flexible labour markets, generous unemployment benefits and a strong emphasis on activation. Flexible labour markets can be seen as beneficial for job creation, especially during periods of recovery after recessions, but they generally imply lower levels of economic security. Welfare state programmes such as unemployment benefit schemes provide economic security, but they can have adverse effects, such as longer unemployment spells and therefore higher public expenditure and less mobility on the labour market. Furthermore, ALMPs such as labour market training, services of employment agencies and subsidized employment are aimed at increasing labour market participation and at reducing the adverse effects of generous unemployment benefit schemes.
Flexicurity is presented as a package of policy reforms for the labour market. Lower levels of employment protection for employees are compensated with more generous unemployment benefits and with high efforts on ALMPs (EC, 2006; EC, 2007a; EC, 2007b; Boeri e.a., 2007; Wilthagen and Tros, 2004; Madsen, 2007) . Such reform packages could be successful, as they can be expected to overcome the opposition from employees (Eichhorst and Konle-Seidl, 2005) . Hence, we test the hypotheses that the strictness of EPL is negatively related to the generosity of unemployment benefit schemes and that efforts on ALMPs are positively related to the generosity of unemployment protection.
Data and methods

Country selection and period of analysis
In order to analyze whether the associations between labour relations and the partisan government composition on the one hand and unemployment benefit programs on the other are comparable between the Western and the CEE member states of the EU, all 27 EU member states are included. Since most of the empirical literature on welfare state reform has been focused on a typical group of Western OECD countries, a group that consists of EU countries and non-EU countries, we also examine whether the findings can be generalized to other advanced non-EU industrialist countries. In total, 34 countries are included: Australia, Austria, Belgium, Bulgaria, Canada, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Japan, Latvia, Lithuania, Luxembourg, Malta, the Netherlands, New Zealand, Norway, Poland, Portugal, Romania, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, the United Kingdom and the United States.
One of the main reasons for the fact that CEE countries are rarely included in the comparative welfare state literature is the limited availability of data. Since the transition of the CEE countries in the 1990s, more and more data have become available and international institutions and scholars have started to construct and expand internationally comparable data sets which include both West and East European countries and other countries. As for our country sample most data is available for the period 1990 -2009, this is the period the study is focused on. 2
Dependent variable
In the welfare state literature, there is a lively debate going on about the selection of the measures to compare welfare states with. This issue is known as the 'dependent variable problem ' (Clasen and Siegel, 2007) . Often, expenditure ratios are used to compare social and labour market policies. But differences across countries in expenditure ratios do not always reflect social policy or the generosity of welfare systems. They may also reflect differences in unemployment rates or demographic structure across countries. Comparative studies of social security systems have increasingly turned to the use of (net) replacement rates as measures of the level of benefits in different countries and therefore of the degree of social protection offered by different welfare systems Goudswaard, 2001 and . Using replacement rate data has the advantage of allaying some of the concerns that apply to social expenditure data; see among others Allan and Scruggs (2004) and Castles (2004) . More importantly, it is also more clearly how changes in the welfare state have impacted upon the life chances of 'typical' individuals in the labour market (Allan and Scruggs, 2004: 501) .
For this study we use data from Van Vliet and Caminada (2012) . Their Unemployment replacement rates dataset among 34 welfare states 1971-2009 provides systematic data on net unemployment replacement rates for singles persons and for a household with a dependent spouse, two children and a head of household drawing the unemployment benefit (N x T = 4,026). In this analysis we took a sub-sample of our dataset and (re)calculated unweighted averages of net replacement rates for two family situations, for an unemployment spell of 1 year and for the average production worker wage, only for the period 1990-2009 (N x T = 515).
The net unemployment replacement rate is defined as the ratio of the net income from unemployment benefits to the net income from work. 3 Calculations assume a worker, aged 40, who earns the average production worker wage. 4 Benefits for families include child benefits, including means tested benefits.
It should be noted that our dataset calculates net replacement rates for an average production worker in the initial phase of unemployment. This net replacement rate differs from a person in the 30th or 60th month of benefit receipt. In most countries the net replacement rate at the beginning of unemployment is relatively high for a couple 3 The net replacement rate varies according to the type of household, employee, sector of industry, wage and salary group and the reasons for not working. Hence, there is no such thing as the replacement rate in any country, rather there is a myriad of replacement rates corresponding to the specific personal and family characteristics of the unemployed, their previous history of work and unemployment, and the different structures and entitlements of unemployment insurance and social assistance systems in countries and the ways in which these systems interact with tax systems. 4 The OECD has made a fundamental change in the approach of the average wages. The classical approach of calculating the average wage was based on the average wage of a production worker (APW), which refers to the wage level in the manufacturing industry. The new concept for the average wage refers to the average worker wage (AW), which includes much more sectors. The differences in the levels of the APW and the AW can be significant for individual countries. with two children, but lower for someone who is single. But here are, of course, substantial differences in the net replacement rate from one country to another. 5 
Independent variables
To analyze the role of social democratic and other left-wing parties in reforming unemployment benefit programmes, we use the percentage of total cabinet seats held by left-wing parties, weighted by the number of days the government was in office in a given year. For this variable, the study relies on data from the Comparative Political Data Set (Armingeon et al, 2011) .
In the comparative political economy literature, several measures have been developed which enable welfare state scholars to examine the role of employment relations. The data sets of these measures include many countries and years, but CEE countries are not included in any of those data sets. Therefore, we construct a measure of employment relations that makes it possible to compare the effect of employment relations on unemployment benefit programs across West and East European countries. This measure, that is based on a measure developed by Swank (2011), is an additive index (standardized scores) of several dimensions highlighted in the variatiesof-capitalism literature. The first sub-indicator is a scale of the level of wage bargaining where a low score indicates fragmented bargaining, mostly at the company level, and a high score indicates economy-wide bargaining. The second measure gives an indication of the extent of involvement of the main union confederation in consultation with the government. The third measure is an index of the centralization of union confederation power, which includes the confederal control over appointment of leaders of affiliates, the confederal involvement in wage agreements negotiated by affiliate unions, the relative size of a joint strike fund and the confederal power over strikes by affiliates. The fourth indicator is the union density rate, measured as the net union membership as a proportion of wage and salary earners in employment. A higher score on the aggregate index indicates stronger labour relations. Data on subindicators are taken from Visser's (2011) ICTWSS data set. Further details on the labour relations measure are provided in Appendix B.
To examine the role EPL and ALMPs, two measures are included. For the strictness of EPL, we rely on an indicator that is provided by the OECD (2009). The indicator covers regular employment, temporary employment and the regulation on collective dismissals. It is calculated as a weighted average of sub-indicators of employment regulation, such as legislative provisions setting conditions under which a dismissal is justified, procedural inconveniences that an employer may face during a dismissal process, notice and severance pay provisions and the restrictions on the hiring of temporary employment by firms. 6 The indicator is normalized to a scale from 0 to 6 where a higher score indicates stricter employment regulation. 7 Furthermore, we 6 The indicator includes six sub-measures for restrictions on the hiring of temporary employment: valid cases for the use of fixed-term contracts, the maximum number of successive fixed-term contracts, the maximum cumulated duration of successive fixed-term contracts, the types of work for which temporary work agency employment is legal, restrictions on the number of renewals and the maximum cumulated duration of temporary work agency contracts. 7 A limitation of this indicator is that some characteristics of EPL may be not fully reflected. For instance, since notice periods and severance pay are not legally regulated in some countries, they might be provided by collective agreements or contractual extensions. Because there is no detailed information about such contractual provisions, the EPL index often relies on minimal requirements as provided by labour law. Another disadvantage is the lack of incorporation of judicial practices deviating from the minimal legal analyze expenditures on ALMPs as a percentage of GDP. The main programmes included are public employment service, labour market training, job rotation, employment incentives, supported employment, direct job creation and start-up incentives. For this measure, data are taken from the OECD (2012).
Furthermore, the study controls for the possible impact of globalization. The linkages between international economic integration and national welfare state reform have been analyzed extensively (Rodrik, 1998; Garrett and Mitchell, 2001) . To date, the scholarly debate is centered around two hypotheses. The efficiency hypothesis states that in reaction to increased economic integration, governments reduce their social protection levels to offer attractive conditions for firms. Hence, policy competition among countries results in a social race to the bottom. According to the compensation hypothesis welfare states are expanded in order to compensate the increased labour market risks faced by people due to economic integration. Leibrecht et al (2011) found that compensation effects are dominant in Western European countries, whereas efficiency effects prevail in CEECs. To control for the impact of globalization on national unemployment programmes, two types of international economic integration are included, namely trade openness and financial openness. The first variable is measured as the sum of imports and exports as a percentage of GDP. The second variable is measured as the sum of the inflows and outflows of foreign direct investments (FDI) as a percentage of GDP. For both measures, data are taken from the World Development Indicators (World Bank, 2012) .
In addition, the study accounts for a number of socio-economic variables. Data on the unemployment rate, measured as the percentage of the labour force unemployed, are taken from the World Development Indicators (World Bank, 2012) . GDP per capita is included in the model to control for the economic development of a country. More economically developed countries usually have more generous social protection systems, because people are prepared to spend larger shares of their income on the provision of social security when income rises (Meltzer and Richard, 1983) . Therefore, a positive impact of GDP per capita on the level of unemployment benefits can be expected. Data on real GDP per capita are taken from the Penn World Tables (Heston et al, 2011) . Finally, the model controls for the impact of fiscal stresses that flow from structural demographic changes on unemployment benefit programs by including the age dependency ratio. Data on this variable, measured as the ratio of people younger than 15 and older than 64 to the working-age population (15-64), are taken from the World Development Indicators (World Bank, 2012).
Method
To analyze the variation in the time series cross-section data the study relies on an error correction model, which is a conventional estimator in the political economy literature to examine welfare state reform (Iversen and Cusack, 2000; Swank, 2011) . In an error correction specification, changes of the dependent variable are regressed on both the lagged levels and the changes of the independent variables and on the lagged level of the dependent variable. As such, the estimator is able to capture both shortterm transitory effects and long-term structural effects of the independent variables by requirements (OECD, 2004) . Despite these limitations, the index is a conventional summary measure to analyse a relatively large number of countries over a longer period. modeling first differences and levels respectively (Beck, 1991; De Boef and Keele, 2008; Podestà, 2006) .
In the framework of this study, error correction models offer a number of advantages. First, analyzing changes in the dependent variable enables us to examine the determinants of the developments in unemployment benefit programs from 1990 onwards. There are many differences between welfare state programs of West and East EU countries. Most notably is the fact that social benefits are generally more generous in West than in East EU countries. As explanations for this difference in benefit levels are mainly related to the different paths of welfare state development in East and West European countries in the twentieth century, corporatism and the partisan composition of governments cannot be expected to explain absolute replacement rate levels (cf. Jensen, 2012) . 8 Furthermore, welfare state institutions such as unemployment benefits demonstrate high levels of serial correlation. An important advantage of error correction models is that they are better able to cope with such problems than specifications in levels only (Beck, 1991; De Boef and Keele, 2008) . Hence, the estimating equation for the empirical model is:
where ∆y it denotes the first difference in the dependent variable in country i and year t; α is the intercept and ε is the error term. X is a vector of independent variables, for which the short-term effects are indicated by the γ coefficient. The long-term effects of the independent variables are estimated by dividing the coefficient for the level variable (β) by the negative coefficient of the lagged dependent variable (θ). Furthermore, the lagged level of the replacement rate captures cross-national convergence of replacement rates (Plümper and Schneider, 2009) . A negative coefficient θ would imply that below average benefit levels are catching up and that above average benefits are related to cuts, conditional on the other independent variables.
We employ ordinary least squares regression analyses. The main model specification does not include country fixed effects because of two reasons. First, the inclusion of both a lagged dependent variable and country fixed effects renders the estimator inconsistent (Nickell, 1991) . Second, country fixed effects completely absorb differences in the level of independent variables across countries (Plümper et al, 2005) . Because there is not much variation over time in one of the theoretically important independent variables of this study, corporatism, we follow the emerging convention in the literature for such cases which is not including country fixed effects (Jensen, 2012; Swank, 2011) . Panel-corrected standard errors are applied to correct for panelheteroscedasticity and contemporaneous spatial correlation (Beck and Katz, 1995) . 9 Table 2 presents the means and the standard deviations of the dependent and the independent variables. In line with the findings in the existing literature, the corporatism index, for which the standardized z-scores range from -1.76 for weak corporatism to +1.76 for strong corporatism, indicates that corporatism is weaker in CEE countries than in Western Europe. The globalization variables trade and FDI indicate that Eastern European countries have opened up their economies rapidly. The socio-economic conditions vary considerably across West and Eastern European countries. In Western Europe, the GDP per capita is higher and the unemployment rates are lower, but the age dependency ratio is higher. Table 3 shows the variation across countries and over time for the EPL indicator and for expenditures on ALMPs as percentage of GDP. Because data on these measures is not available for most of the CEE countries, means and standard deviations are only presented for two country groups. 10 The data show that the strictness of EPL declined between 1990 and 2009. 11 Furthermore, the scores on the EPL indicator and the expenditures on ALMPs are in most of the EU countries higher than in non-EU countries. Table 4 shows the results of the regression analyses of net unemployment benefit replacement rates for four different country groups for the period 1990-2009. For all country samples the models show a negative association between left-wing governments and replacement rates. These results do not provide support for the argument that leftist governments are associated with expansions or less retrenchments of unemployment protection. In fact, the findings suggest an opposite relationship. In contrast, the results for right-wing governments are in line with the argument that right-wing parties are associated with unemployment benefit cuts. 12
Results
Descriptive statistics
Regression results
With respect to corporatism, the models show a positive and strongly significant effect of corporatism. In line with our hypothesis, this result tends to indicate that social partners are better able to resist benefit cuts when they are more involved in national policy-making processes. The result for the group of CEE countries indicates that the variation in corporatism is also significantly correlated to the variation in replacement rates within the group of East European countries. Furthermore, the combination of the findings for the group of 27 EU countries and the 10 CEE countries sheds light on the variation in the role of industrial relations between Western and Eastern Europe. The findings suggest that it is the variation in the strength and the organization of the social partners across Western and Eastern countries that accounts for different unemployment benefit reforms rather than the variation in the effectiveness of collective bargaining. The lack of significance for the group of the 15 Western countries is probably due to the fact that this is a rather homogenous group with less variation (over time), because the coefficient for corporatism is strongly significant for the estimation for 27 countries. Moreover, this result is in line with Swank (2011), who did not find a significant effect of national coordination for Western countries either.
Regarding the globalization variables, the results presented Table 4 indicate that within the group of 15 West-EU countries, high levels of capital mobility are positively and significantly related to changes in unemployment benefit levels. This implies that the compensation effect dominates in the West-EU countries, which is in line with the findings of Leibrecht et al (2010) . However, this effect cannot be found for trade openness. In the CEE-EU countries, changes in capital mobility are positively associated with changes in unemployment schemes, but this effect has not culminated in a significant structural effect. The transitory and structural effects of trade openness show opposite coefficients for the CEE-EU countries. It could be the case that in the short run increases in trade openness have resulted in benefit cuts. Especially during the transition period, many Eastern European governments have been active in applying fiscal policy tools to create attractive conditions for firms, such as cuts in corporate income taxes (Drahokoupil, 2009; Leibrecht et al, 2010) . Then, benefit cuts may be necessary to balance the budget again. In the long run, after a period of trade liberalization, the demand for social benefits has increased to compensate the risks stemming from the increased dynamics on the labour market as a result of the high levels of trade openness. Indeed, unemployment levels have increased and labour force participation among elderly people and women has decreased considerably after the transition crisis (Avdagic, 2005; Havlik and Landesmann 2004; Onaran 2008) . Interestingly, in the EU as a whole, the changes and the levels of trade openness are negatively and significantly related to changes in replacement rates. These results lend support to the efficiency hypothesis, stating that increases in trade openness lead to policy competition among countries resulting in cuts in unemployment benefits.
Turning to the socio-economic variables, the results indicate that the unemployment rate is negatively related to the replacement rate. This is in line with the expectation that persistently high levels of joblessness generate budgetary problems and therefore lead to cuts in unemployment benefits. However, the coefficients for the long term effects are only significant in the group of 15 West-EU countries and the 10 CEE countries. The results for the short term effects are not significant. Interestingly, the results show rather mixed effects of GDP per capita. In the large country groups of 34 countries and 27 EU countries, GDP per capita is positively and significantly related to unemployment replacement rates, whereas in the groups of the 15 West-EU countries and the 10 CEE-EU countries the relationship between these two variables is negative and significant. This difference can probably be explained by the fact that there is much more variation in GDP per capita in the large groups than in the small groups. The large groups consist of both Western countries with relatively high levels of GDP per capita and Eastern countries with relatively low GDP per capita. Hence, the GDP per capita variable captures the effect that economically more developed countries have more generous welfare states. In the smaller and more homogenous groups, this covariation cannot be found. Here, the negative coefficients for GDP per capita are probably indicative of a denominator effect. If incomes grow at a faster rate than unemployment benefit levels, replacement rates become lower. Subsequently, the results for the age dependency ratio do not provide much evidence for the expectation that demographic changes in the ratio between dependent people and the labour force reduce the fiscal room for income replacement schemes for the unemployed. Only in the 10 CEE countries there is a negative and strongly significant relationship between age dependency ratios and unemployment replacement rates.
The negative and strongly significant coefficients for the lagged dependent variable indicate convergence of the replacement rates in the period 1990-2009 in all four models. The convergence of unemployment benefit replacement rates in the 15 West-EU countries is in line with the convergence across those countries indicated by other welfare state indicators (Caminada et al, 2010) . Interestingly, the magnitude of the coefficients indicate that the trend of convergence is the strongest across the 10 CEE countries. This is in line with the trends presented in Table 1 . The estimates for the 27 EU countries indicate that convergence of the level of unemployment benefits has also taken place in the EU as a whole, which is stronger than in the group of 34 countries. Moreover, the fact that the coefficient for the lagged replacement rate for the 27 countries is higher than the coefficient for the group of the 15 In the next set of regressions we examine to what extent the relationship between partisan differences and corporatism on the one hand and unemployment benefit reforms on the other is conditional on the socio-economic situation. The results presented in Table 5 indicate that left-wing governments are positively and significantly related to unemployment protection, but that this positive effect becomes smaller at higher unemployment rates. At high unemployment rates, leftist governments are even negatively associated with unemployment protection levels. Interestingly, this result suggests that the constraining effect of rising unemployment stemming from budgetary pressure dominates the effect of the higher demand for unemployment protection from the median voter. The estimations for the 27 EU countries indicate that the positive effect of leftist governments turns into a negative effect around an unemployment rate of 8 percent. This effect is graphically illustrated in Figure 1 . Furthermore, the results indicate that the relationship between leftist governments and unemployment benefits is comparable across West-and CEE-EU countries. 14 The results for right-wing governments are not significant. Hence, the findings do not provide empirical evidence for the argument that the effect of rightwing governments is conditional on the unemployment rate. In the models presented in Table 6 we examine whether also the association between industrial relations and unemployment protection is conditional on the socio-economic situation. For the group of 27 EU countries, the results show a positive and significant interaction effect between corporatism and unemployment rates. This finding supports our expectation that in times of high unemployment rates labour unions are more willing to accept wage moderation in exchange for less harsh retrenchments on unemployment benefits. However, the evidence for this relationship is rather weak as it does not reach significance in the other country groups. Subsequently, we examine the role of employment protection legislation and active labour market policies in reforms of unemployment benefit schemes. The results of the estimations are presented in Table 7 , indicating that the strictness of EPL is positively and significantly associated with unemployment protection. This is not in line with the hypothesis that the strictness of EPL is negatively related to the generosity of unemployment benefits. Accounting for ALMP expenditures does not alter these results and ALMP expenditures are not significantly related to unemployment protection. As the flexicurity strategy is a typical European model, we also estimated the models for a group of 18 EU countries. Again, the results do not lend support for the argument that unemployment benefits and EPL are considered as substitutes. The findings can probably be explained by the fact that the lagged levels of the independent variables capture the between-country variation, as the regressions do not include fixed effects. As such, the results indicate that countries with strict employment regulation have also high unemployment benefit levels.
Furthermore, the results for left-wing and right-wing governments are largely in line with the estimations of the previous presented models. However, the coefficients for corporatism have lost their significance. This is probably due to the fact that corporatism is correlated with EPL and ALMP (correlation coefficients of 0.47 and 0.54 respectively). 
Sensitivity analyses
To examine the robustness of the results, we run a number of additional regressions. First, we take into account that the error correction models presented above do not control for country and year fixed effects. Therefore, we also estimate level specifications of the models, which take the following form:
Here, y it denotes the level of the dependent variable, α is the intercept, X is a vector of independent variables and country and year dummies are modelled by μ and λ respectively. The error term ε follows and AR(1)-process to correct for autocorrelation. Furthermore, panel-corrected standard errors are used to correct for panelheteroscedasticity and contemporaneous spatial correlation.
The first three columns of Table 8 present the results of estimation for the 27 EU countries. The results in the first column indicate that the effects for left-wing governments are in line with the results presented above. Remarkably, the results suggest that the effects of right-wing governments are comparable to the effects of leftwing governments. However, the third column indicates that this effect for right-wing governments is not robust, whereas the second column shows that the results for left-wing governments are robust. As to corporatism, the regressions yield similar results as the models presented above.
The next three columns present the results of the models with the EPL indicator and ALMP expenditures. Interestingly, these results differ strongly from the results presented above. In line with the hypotheses, the strictness of EPL is negatively associated with the generosity of unemployment benefit schemes and ALMP expenditures are positively related to unemployment protection. However, the result for ALMP expenditure does not hold when EPL and ALMP expenditure are both included. The results indicate that when we focus on the within-country variation with a fixed effects specification, EPL and unemployment benefits can be considered as substitutes. This result provides support for the idea behind the flexicurity model that lower levels of EPL for employees can be compensated with more generous unemployment benefits. Finally, the results for the globalization variables and the socio-economic variables are largely in line with the estimations of the previous models. -1) x -0.007*** -0.003*** -0.005*** -0.006*** -0.005*** Unemployment rate (t-1) (0.002) (0.001) (0.002) (0.002) (0.002) Left government (t-1) 0.085*** 0.036*** 0.076*** 0.083*** 0.077*** (0.023) (0.010) (0.022) (0.026) (0.023) Right government (t-1) x -0.004** 0.001 -0.005** -0.007*** -0.004* Unemployment rate (t-1) (0.002) (0.001) (0.002) (0.003) (0.002) Right government (t-1) 0.064** -0.009 0.057** 0.072*** 0.048** (0.028) (0.015) (0.024) (0.028) (0.024) Corporatism (t-1) 1.556* 1.680* 1.706* -0.034 0.154 -0.158 (0.850) (0.874) (0.947) (1.058) (1.191) (1.100) Capital mobility (t-1) 0.000 0.000 0.000 -0.035*** -0.051*** -0.045*** (0.001) (0.001) (0.001) (0.012) (0.017) (0.015) Trade openness (t-1) -0.070*** -0.071** -0.076*** -0.054* -0.072** -0.043 (0.027) (0.028) (0.029) (0.031) (0.030) (0.032) Unemployment rate (t-1) 0.415** 0.109 -0.042 0.210 0.267 0.208 (0.182) (0.156) (0.156) (0.164) (0.190) (0.177) GDP per capita (x 10 -2 ) (t-1) 0.019*** 0.022*** 0.023*** -0.024 -0.017 -0.008 (0.007) (0.007) (0.007) (0.020) (0.023) (0.021) Age dependency ratio (t-1) 0.567*** 0.579*** 0.572*** 0.538*** 0.662*** 0.560*** (0.094) ( Furthermore, in the models presented in Table 4 -7, we used the average of the net unemployment benefit replacement rates for two household types, namely a single person and a one earner couple with two children. Because social partners and political parties may pursue different tax and benefit policies for families than for singles, we analyze the net replacement rates for the two family types separately. The estimations presented in Table A3 , Table A4 , Table A5 of and Table A6 of Appendix C indicate that the use of other replacement rates does not alter the results.
Conclusion
Unemployment benefits, employment protection legislation and active labour market policies are important building blocks of the most important labour market models in European policy debates, namely flexicurity and the transitional labour market. In this paper we analysed the cross-country variation in net unemployment benefit replacement ratios. We tested a number of hypotheses from the political economy literature on the role of partisan politics, employment relations and EPL and ALMPs in unemployment benefit reform. These factors haven been extensively studied in the political economy literature, but hardly for Eastern European countries, because of a lack of data. Relying on newly constructed indicators for Western and Eastern European countries, we employed pooled time series cross-section regression analyses to analyze the variation of the benefit generosity across countries and over time we.
With respect to the effect of partisan politics, the results indicate that left-wing governments are positively and significantly related to benefit replacement ratios, but this positive effect becomes smaller at higher unemployment rates. These results provide empirical support for the argument that the impact of partisan politics depends on the economic and budgetary situation. In periods of high unemployment and fiscal pressure, left-wing parties are forced to cut unemployment benefits. However, our findings are not in line with the argument that high unemployment levels constrain right-wing governments to pursue benefit cuts for electoral reasons. Moreover, we do not find substantial differences between Western and Eastern countries as far as the impact of partisan politics is concerned.
As to the effect of employment relations, our estimates show a positive and significant correlation with unemployment protection levels. Coordinated bargaining by strong and centrally organized labour unions has a positive impact on benefit generosity. Furthermore, we found some weak evidence for a positive and significant interaction between employment relations and unemployment rates. This suggests that labour unions in times of high unemployment try to safeguard unemployment protection levels, possibly in exchange for wage moderation. Interestingly, we find a much stronger linkage between corporatism and unemployment benefits for the group of CEE countries than for the other countries in the sample. This is a surprising result, because several authors have argued that social partners are less effective in exerting influence on labour market and welfare state reforms in Eastern Europe than in Western Europe. Corporatism is less developed in CEE countries according to several earlier studies. An explanation for our findings may be that the variation of the strength and organization of social partners over time has been larger in CEE countries than in the rest of the EU. Our results suggest that the differences in corporatism do have an impact on unemployment protection in CEE countries.
In addition, the results of the fixed effects regressions show a negative relationship between the strictness of employment protection legislation and the generosity of unemployment benefit schemes. In line with the flexicurity model, this result supports the idea that more flexibility on the labour market is compensated with more generous unemployment benefits. Hence, flexicurity seems to be more than a theoretical labour market model. (Visser, 2011) .
Political involvement of main union confederation
Main confederation(s) represent(s) the affiliates politically and is routinely involved in consultation with government -either through bipartite or tripartite contacts. 2 = extensive routine involvement in consultation. 1 = moderate routine involvement in consultation.
= little routine involvement in consultation.
Source: ICTWSS data set (Visser, 2011) .
Centralization of union confederation power
This measure consists of an aggregate score of the following four dimensions (standardized to 0.0 -4.0 scale):
1. Confederal (political) control over appointment of leaders of affiliates 2 = confederation appoints or has veto (directly or through government approval) 1 = affiliates and confederations share control 0 = confederation has no control over appointment process 2.
Confederal involvement in wage agreements negotiated by its affiliate unions 2 = confederation has mandate to negotiate agreement with employers and/or government on wage issues 1 = confederation has mandate to negotiate agreement with employers and/or government on non-wage issues 0 = none of above 3. Confederal or joint strike fund from which member unions are reimbursed 2 = joint strike or resistance fund has significant size (>=50 percent of total union expenditure on official strikes) 1 = joint strike or resistance fund is limited (< 50 percent of total union expenditure on official strikes) 0 = no joint strike or resistance fund held by confederation 4. Confederal power over strikes by affiliates 2 = all strikes need prior approval from confederation 1 = confederation can end strikes through central procedures of conflict settlement (arbitration) 0 = confederation has no power over strikes organized by its affiliates Source: ICTWSS data set (Visser, 2011) .
Union density
Union density rate, net union membership as a proportion of wage and salary earners in employment. Source: ICTWSS data set (Visser, 2011) . 0.000 -0.000 0.003 0.011 (0.002) (0.003) (0.002) (0.016) Δ Trade openness -0.053*** -0.056*** -0.014 -0.059** (0.017) (0.018) (0.018) (0.027) Trade openness (t-1) -0.002* -0.006** 0.009** 0.020* (0.001) (0.003) (0.004) (0.012) Δ Unemployment rate 0.250** 0.391*** 0.016 0.605 (0.109) (0.148) (0.142) (0.564) Unemployment rate (t-1) 0.164*** 0.187*** 0.045 0.612** (0.044) (0.044) (0.052) (0.307) Δ GDP per capita (x 10 -2 ) 0.023* 0.027* -0.006 0.034 (0.013) (0.015) (0.011) (0.056) GDP per capita (x 10 -2 ) (t-1) 0.005*** 0.008** -0.005** -0.036** (0.002) (0.004) (0.002) (0.014) Δ Age dependency ratio 0.307 -0.073 1.121** -3.291*** (0.242) (0.471) (0.473) -1.181 Age dependency ratio (t-1) -0.028 -0.030 0.072* -0.472*** (0.043) (0.049) (0.042) (0.135) Replacement rate (t-1) -0.065*** -0.077*** -0.067*** -0.228*** (0.007) (0.008) (0 0.017* 0.023** -0.023** -0.014 (0.010) (0.011) (0.010) (0.083) GDP per capita (x 10 -2 ) (t-1) 0.002* 0.004** -0.006*** -0.047*** (0.001) (0.002) (0.002) (0.015) Δ Age dependency ratio 0.077 -0.074 1.209*** -4.076*** (0.225) (0.265) (0.394) -1.286 Age dependency ratio (t-1) -0.053 -0.065 0.026 -0.645*** (0.045) (0.071) (0.042) (0.150) Replacement rate (t-1) -0.035*** -0.042*** -0.034*** -0.207*** (0.008) (0 0.022 0.025 -0.012 0.001 (0.014) (0.015) (0.011) (0.067) GDP per capita (x 10 -2 ) (t-1) 0.004** 0.007* -0.006*** -0.040*** (0.002) (0.004) (0.002) (0.015) Δ Age dependency ratio 0.308 -0.072 1.277*** -3.353*** (0.225) (0.414) (0.455) -1.262 Age dependency ratio (t-1) -0.005 -0.005 0.099** -0.516*** (0.041) (0.048) (0.038) (0.137) Replacement rate (t-1) -0.067*** -0.080*** -0.074*** -0.227*** (0.009) (0 
Appendix C: Replacement rates for two family types
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